KENTUCKY MUNICIPAL
POWER AGENCY

FINANCIAL STATEMENTS
YEARS ENDED JUNE 30, 2021 AND 2020



TABLE OF CONTENTS

Jage
Independent Auditor’s Report I- 2
Required Supplementary Information:
Management’s Discussion and Analysis 7
Basic Financial Statements:
Statements of Net Position (Deficit) L
Statements of Revenues, Expenses, and Changes in
Net Posttion (Defeit) 9
Statements of Cash Flows 1011
Motes to Financial Statements 12-26
Supplementary Information:
Geeneral Operating Expenses 27

Report on Internal Control Owver Financial Reporting
and on Compliance and Other Matiers Based on
an Auwdit of Financial Statements Performed i
Accordance with Government Awdiring Srandards 28-29



Michnel F. Kames

P Muask A, Thomas
CERTIFIED PUBLIC ACCOUNTANTS Ashley . G ;
Eelly 1, Scruggs
Benjamin 1. Teer

Y, David Hli!ll!}'...]]]
w WILLIAMS WILLIAMS & LENTZ Roger G. Har

Independent Auditor’s Report

To the Board of Directors of the
Kenmucky Municipal Power Agency
Paducah, Kentucky

We have audited the accompanying financial statements of the Kentucky Municipal Power Agency, as of and for the years
ended June 30, 2021 and 2020 and the related notes 1o the financial statements which comprise the Agency’s basic financial
statements, as listed in the toble of contents,

Management's Responsibility for the Financial Statements

Management is responasible for the preparation and fair presentation of these financial statements in accordance with
accounting principles generally accepted in the United States of America; this includes the design, implementation, and
maintenance of internal control relevant 1o the preparation and fair presentation of financial statements that are free from
material misstatement, whether doe to frand or emor.

Auditor"s Responsibility

Ohur responsibility is to express an opinion on these financial statements based on our audit. We conducted our audit in
scoordance with auditing standards generally accepled in the United States of America and the standards applicable to
financial audits contained in Governmens Auditing Standards, wsued by the Comptroller Greneral of the United States.
These standards require that we plan and perform the audit to obtain reasonable assurance about whether the financial
stalements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the financial
statements. The procedures selected depend wpon the auditor’s judgment, including the assessment of the risks of material
mizstatemnent of the financial staternents, whether due to fraud or error. In making those risk assessments, the suditor
considers internal control relevant 1o the entity's preparation and fair presentation of the financial statements in order o
design audit procedures that are appropriate in the circumstances, but not for the purpose of expressing an opinion on the
effectiveness of the entity’s intermal control, Accordingly, we express no such opinion. An audit also includes evaluating
the appropriateness of accounting policies used and the reasonableness of significant accounting estimates made by
management, as well as evaluating the overall presentation of the financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our audit opinion.
Cpiimion
In our opmion, the financial statemems referred 10 above present fairly, in all material respects, the respective financial

position of Kentucky Municipal Power Agency, as of June 30, 2021 and 2020, and the respective changes in financial
position and cash flows for the years then ended in accordance with the basis of accounting described in Note 1.
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Emphasis of Matter
Baxix of Acconnting

We draw anention to Note | of the financial statements, which describes the basis of accounting. The financial statements
are prepared on the basis of the financial reporting provisions prescribed by the Federal Energy Regulatory Commission,
which is a basis of accounting other than principles generally accepted in the United States of America, 1o comply with the
requirements of the Federal Energy Regulatory Commission. Our opinion is not modified with respect to that matter.

Diher Matiers

Required Supplestentary I, el

Accounting principles generlly accepted in the United States of America require that the management's discussion and
analysis on pages 3 through 7 be presented to supplement the basic financial statements. Such information, although not a
part of the basic financial statements, is required by the Governmental Accounting Standards Board, who considers it to be
an essential part of financial reporting for placing the basic financial statements in an appropriate operational, economic, or
historical context. We have applied certain limited procedures to the required supplementary information in accordance
with auditing standards generally accepted in the United States of America, which consisted of inquiries of management
about the methods of preparing the information and comparing the nformation for consistency with management’s
responses to our inguiries, the basic financial statements, and other knowledge we obtained during our audit of the basic
financial statements. We do not express an opinion or provide any assurance on the information because the limited
procedures do not provide ws with sufficient evidence to express an opinion or provide any assurance.

Chiher Information

The schedule of general operating expenses presented on page 27 is the responsibility of management and was derived from
and relates direcily to the underlving accounting and other records used to prepare the basic financial statements. Such
information has been subjected 10 the auditing procedures applied in the audit of the basic financial statements and cenain
additional procedures, including comparing and reconciling such information directly to the underlying accounting and
other records wsed to prepare the basic financial statements or 1o the basic financial statements themselves, and other
additional procedures in accordance with auditing standards generally accepted in the United States of America, In our
opinion, the schedule of general operating expenses presented on page 27 is fairly stated in all material respects in relation
to the basic financial statements as a whole.

Other Reporting Required by Govermment Anditing Standardy

In accordance with Government Auditing Standords, we have also issued our report dated September 28, 2021 on our
consideration of Kentucky Municipal Power Agency's internal control over financial reporting and on our tests of its
compliance with cerain provisions of laws, regulations, contracts, and grant agreements and other matters. The purpose of
that report i to describe the scope of our testing of internal control over financial reporting and compliance and the results
of that testing, and not 10 provide an opinion on internal control over financial reporting or on compliance. That report is
an integral part of an audit performed in accordance with Govermment Auditing Standards in considering Kentucky
Municipal Power Agency’s intemal control over financial reporting and compliance.

Paducah, Kenfucky
Seplember 28, 2021

WILLIAMS
w_‘ WILLIAMS .
& LENTZ
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KENTUCKY MUNICIPAL POWER AGENCY
MANAGEMENT'S DISCUSSION AND ANALYSIS

Overview and Backgroynd

The Kentucky Municipal Power Agency (Agency) is presenting the following discussion and analysis in order to provide
an overall review of the Agency’s financial activities for the fiscal years ending June 30, 2021 and 2020. We encourage
readers 1o consider the information presented here in conjunction with the Agency’s financial statements and notes to the
basic financial statements to enhance their understanding of the Agency’s financial performance.

This annual report includes the management’s discussion and analysis report and the basic financial stsements of the
Agency. The financial statements of the Agency report information of the Agency using accounting methods similar o
those used by the private sector. The financial statements also include notes that explain in more detail some of the
information in the financial statements.

The Agency Formation

The Agency is a public agency organized under provishons of Chapter 63 of the Kentucky Revised Statutes, pursuant 1o an
Interlocal Corporation Agreement dated February 7, 2005, and approved by the Attorney General of the Commonwealth of
Kentucky on February 11, 2005, The Agency was organized for the purpose of providing municipal electric systems in the
Cemmonwealth with an on-going source and supply of eleciric power,

The Agency Organization

The Agency currenily is comprised of two municipal utility members, Paducsh Power System and Princeton Electric Flant
Board, Additional members may be added if approved by the Agency Board and its members, The Board of Directors is
currently comprised of four individuals; an appointee made by the Board of Directors of Paducah Power System, an
appointee made by the Board of Directors of Princeton Electric Flam Board, and the general managers of each member
electric system.

Members Wholesale Power Conlracls

Prior 10 joining the Agency, both Paducah Power System and Princeton Electric Plant Board were full requirements
wholesale distribution customers of the Tennessee Valley Authority (T A) for mose than four decades. In December 2004
and January 2008, Paducah Power System and Princeton Electric Plant Board, respectively, provided TVA with a five-year
written notice of their decision to terminate their Whelesale Power Contracts. Subsequent to providing TVA with said
notice, Paducah Power Sysiem and Princeton Electric Plant Board determined that they would meet their baseload wholesale
power requirements through respective power sales agreements with the Agency. The Agency obtains the power necessary
to meet thase needs primarily through its participation and ownership in the Prairie State Energy Campus.

Prairic State Project

On February 5, 2005, the Agency executed a Project Development Agreement with the Prairie State Generating Company
(PSGC), m the time a subsidiary of Peabody Energy. The Prairic State Project is a 1,600 MW supercritical mine mouth
coal-fired generating facility and newly developed adjacent coal mine located in Southern lilinods, forty miles southeast of
S1. Louis, Missouri. After financial closing. the plant and coal mine became owned as tenants in common by all participants.
The coal mine is estimated to contain sufficient reserves to fuel the generating plant for approximately 30 years. The Praject
glso includes transmission upgrades and interconnection to the Ameren system which is a member of the Midcontinent
Independent-Transmission System Operator, Inc. (MISO) transmission grid.



KENTUCKY MUNICIPAL POWER AGENCY
MANAGEMENT'S DISCUSS10N AND ANALYSIS

The Agency's current entitlement in the Praject is 124 MW, of which Paducah Power System is entitled to 104 MW and
Princeton Electric Plant Board is entitled 1o 20 MW, Other participants in the Project are American Municipal Power, Inc.
{AMP), lllinois Municipal Electric Agency, Indiana Municipal Power Agency, Missouri Joint Municipal Electric Utility
Commission, Northern [llinois Municipal Power Agency, Prairie Power, Inc., Southern lilinois Power Cooperative, and
Wabash Valley Power Association.

Constrisction of the Project began on October 1, 2007, under an engineering, procurement and construction (EPC) contract
with Bechtel. Unit | of the Prairie State Project achieved provisional completion on June 6, 2012 at which time PSGC took
care, custody and control. Unit 2 of the Prairie State Project achieved provisional completion on November 1, 2012 at
which time PSGC took care, custody and control. Equipment and construction specifications for the Mine were issued, and
consireclion activities on the Mine portal began in early May of 2008, As of the end of December 2012, construction
activities on the Mine were substantially complete.

The Statements of Met Position (Deficit) include the fiscal year end balances of all the Agency's assets/deferred outflows
and liabilities/deferred inflows and provide information about the nature and amounts of investments and resources (assets)
and the obligations to the Agency's creditors (liabilities). They also provide the basis for evaluating the capital structure of
the Agency and assessing the liquidity and financial flexibility of the Agency.

All of the fiscal vears™ revenues and expenses are accounted for in the Statements of Revenues, Expenses, and Changes in
Net Position (Deficit). These statements measure the success of the Agency's operations over the reporting periods and
can be used to determine whether the Agency has successfully recovered all its costs through its fees and other charges, and
also assess the profitability and credit worthiness of the Agency.

The final required financial statements are the Statements of Cash Flows. These statements repor cash receipts, cash
payments, and net changes in cash resulting from operations, investing, and financing activities. Cash from operations
consists of net income, adjusted for non-cash items, plus or minus changes in current assets and current liabilities. Cash
from investing activities results from changes in long-term assets. Cash from financing activities results from changes in
long-term liabilities, such as proceeds from issuance of bonds or payments of principal installments on outstanding bonds.

The notes 1o the financial statements are also an integral component of the basic financial statements.,



KENTUCKY MUNICIPAL POWER AGENCY
MANAGEMENT'S DISCUSSION AND ANALYSIS

Financial Analysis of the Agency
A summary of the Agency's Statements of Net Position {Deficit) is presented in the table below.

Statements of Net Position (Deficit)

{00075}
20E0-2021 201 9-2020
Dusllar Dallar
_ o2y 0 _2oz@ 0 20019  _Chamge = _Change
Current and other azsets £ 6231 § 62593 % 63281 5 (282} 5§ (GER)
Capital assels 365200 375007 _ 3B435T 0 (9818) _ (9.530)
Total assets 427520 437600 0 _ 447838 __(10.100) _ {10218)
Deferred Outflows of Resources M6 36380 30837 ___(1698) ____ 35343
Revenue bomds 432,510 441,123 Ah1,355 (8,613} {20.23X)
Other Habilities 20423 21098 321626 ___(L558) 35
Total liabilities 452,933 463,104 482981 (10,1711 (19.87T)
Dreferred Inflows of Resources 39.027 41014 26,527 {1987y [4.487
Invested in capital assets,
mel of related debt (6E 3105 (63, 535) (6 B05) (1,775) (1,730%
Restricied 6,925 G, 798 5,440 127 1,349
Unsestricted 31.627 20619 28524 2 2008 0 LO9S
TOTAL MET ASSETS [DEFICIT) £ (20758 S _(OoU® § (081 S 30 5 ____TI4

In the Swiement of Net Position, the net position of the Agency is summarized into three categories; restricted assets,
unrestricted assets and invested in capital assets, net of related debt. As shown above, the net position of the Agency has
been a deficit, which has decreased slightly over the fiscal years 2021 and 2020,

The deficit net position of the Agency is due 1o the deficit balance of invested in capital assets, net of related debt. This
deficit component of net position also increased by $1.8 million during fiscal year 2021, As discussed above, the Agency's
assets consist primarily of the Prairic State Project that commenced operation in 2012, The Agency's ewnership share in
the cosl of construction of these assets was financed primarily from the issuance of revenue bonds. However, the principal
amounts of these revenue bonds are greater than the proceeds for construction since the bond proceeds must also fund
required reserve amounts and issuance costs. Therefore, the liabilities for revenue bonds are greater than the asset balances
associated with the Prairie State Project. resulting in a deficit net position. In the early years of the asset and bond lives,
this deficit may be increased by the difference in the annual depreciation of the capital asseis compared 1o the amortization
of the bond principal. Generally, depreciation expenses are equal annual amounts over the life of the Project while annual
debt service payments consist of declining interest expenses but increasing principal installments over the life of the bonds,
So the net deficit is increased by, among other things, the amount that depreciation expense exceeds principal amortization,

The increase in the Agency's deficit net position for fiscal year 2021 due 1o the net investment in capital assets, as discussed
above, was more than offset by a 5.1 million increase in restricted net position and a $2.0 million increase in unrestricted
el position.



KENTUCKY MUNICIPAL POWER AGENCY
MANAGEMENT'S DISCUSSION AND ANALYSIS

While the Statements of Net Position (Deficit) present the various components of net position {deficit), the results of
operations for the fiscal years produce the annual change in net position, as demonstrated in the Agency’s Statements of
Revenues, Expenses, and Changes in Net Position (Deficit), a summary of which is presented below,

Statements of Revenues, Expenses, and
Changes in Nel Position {Deficit)
Fiscal Years Ended June 30

(000"
J0E0-2021 200 9-2ii
Dllar ollar
2031 = __020 @ _ 2019  _Change
Operating revenue £ 94518 5 91,795 S w012 5 2723 5 (2317
Non-perating revenue 40 1,290 3383 (88 __ (2.09%)
Total revenue 94 937 93,083 97495 _ LB43  _ {(4410)
Purchased power and
other operating expense 74,798 71,504 T4, 783 3,294 {32749
Non-operating expense 19,769 20,867 24,290 _(L0e8)  __ (3.423)
Total expenses 948567 W23 99073 ___ LI ___{(6.702)
Changes in net assets 360 714 (1,578} (354) 2,292
Beginning net assets (deficin) (o018 __(ofy __(Q9e25y T4 ___(L3TH

ENDING NET ASSETS (DEFICIT) £ (20758 S (0l § (0832 &__ 360 & ___ 74

As shown above, total revenues exceeded total expenses for fiscal year 2021 and 2020, resulting in decreases in the net
deficit. For fiscal year 2019, total expenses exceeded 101al revenue, resulting in an increase in the net deficit.  Operating
revenue consists primarily of billings to members 1o recover the revenue requirements of the Agency, which differs from
the total expenses. For example, revenee requirements include annual principal installments and capital expenditures,
which are not included in expenses, and expenses include depreciation and amortization, which are not included in revenue
requirements. As discussed above, depreciation expenses on the Prairie Siate Project are generally expecied 1o be greater
than the principal installments on the associated bonds during the early years of the Project’s life, which may contribute 1o
an operating deficit for certain fiscal vears,

Non-operating revenues represent investment income from the revenue bond funds as well as subsidy income relating to
the Federal Build America Bond (BABS). The outstanding BABS were substantially refunded as pan of the Agency’s
bond issue during fiscal vear 2021. Thereafter, the income related to BABS will be eliminated,

Nom-operating expenses are comprised mainly of interest paid on outstanding revenue bond issues.



KENTUCKY MUNICIPAL POWER AGENCY
MANAGEMENT'S DISCUSSION AND ANALYSIS

Capita] Asscts

Capital assets consist of assets related to completed construction of the generating plant at the Prairie State Project. The
capitalized costs of the coal mine and coal reserves associated with the Prairie State Project are included in other assets. At
the end of fiscal year 2021, the Agency had $365 million invested in the Prairie State Project capitalized assets, as shown
elow,

Capital Assets at June 30
(000"s)
2020-2021 2009-2020
) 2019 LChange ~ _Change

Construction in progress £ 1,714 § 2802 § 8IS $ (1088) § 1987
Property, plant and equipment 465,702 262,502 461,973 3,200 529
Less accumulated depreciation _ (o2 207y (90276 _(TR231) —(Le3y {12045
TOTAL CAPITAL ASSETS § 363209 8375027 §384.557 (9818 § (8530
Debt Administration

The to1al revenue bonds outstanding {including current position) decreased 1o 5441 million at fiscal year-end 2021 from
£449 million at fiscal year-end 2020 as a result of maturing of bonds relating to the Prairie State Project. The bonds are
payable from the sale of clectric power to Paducah Power System and Princeton Electric Plant Board pursuant 10 “take or
pay” power sales agreements. The term of the power sales agreements coincides with the term of the Agency’s outstanding
revenue bonds. The Agency recognized $8.1 million in revenue bonds outstanding as a current liability as of fiscal 2021
year-end as it will pay bond holders this amount in principal on September 1, 2021.

On October 23, 2020, the Agency executed an interest rate swap transaction to ensure the benefits of low interest rates in
the bond market at that time would be available at the time of the Agency's prospective bond refunding issue in 2025 or
2026,

QOutlook

Operating performance of PSGC continues to improve, as demonstrated by equivalent availability factor (EAF), gencrally
increasing over the life of the plant. This reduces the operating costs of PSGC and the purchased power cost of the Agency.

The Agency has also implemented a hedging program 1o mitigate the volatility of prices in the energy market, specifically.
the enerzy from PSGC, that is excess 1o the combined loads of the Agency’s members, This program has not only reduced
price volatility but has also produced net revenues 1o lower purchased power costs,

Notwithstanding actions taken by the Agency 1o reduce or stabilize costs to its members, the annual debt service
requirements on the Agency’s bonds outstanding as of fiscal year end 2019 would have increased by approximately 34.4
million for fiscal year 2021, Om September 11, 2019, the Agency issued refunding revenue bonds that resulted in debt
service restructuring that eliminated that prospective increase.

In addition, the Agency actively pursues opportunities to reduce or stabilize costs to its members through bilateral and
market sales of excesa capacity and energy associated with the Prairie State Project.

Agency Contact Information

The financial report is designed to provide creditors with a general overview of Kentucky Municipal Power Agency's
finances, Anyone having questions regarding this report, or desiring additional information may conmact Doug Handley,
Chief Financial Officer, Kentucky Municipal Power Agency, PO, Box 180, Paducah, KY 42002-0180 or by telephone at
270.575.4035 or by email ot dhandleviapaducahpower, com
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KENTUCKY MUNICIPAL POWER AGENCY
STATEMENTS OF NET POSITION (DEFICIT)
JUNE 30

ASSETS

Current Assets:
Cash and temporary cash investments
Accounts receivable
Working capital Prairie State
Other receivables
Inventory
Prepaid expenses

Total current assets

Resiricted Asseis:
Principal and interest sinking fund
Redemption fund
Reserve fund
Pledged collateral
Inderesi recervable
Regulatory asset
Prairie State reserve funds

Tatal restricted assers

Capital Assets:
Construction work in progress
Property, plant, and equipment
Less accumulated depreciation
Tiotal capital assets

Total asseis

Dweferred bond refunding gain
Unamonized debt issuance cosls
Unamornized debt discounts

Total deferred outflows of resources

TOTAL ASSETS AND DEFERRED
OUTFLOWS OF RESOURCES

See notes o fnancial satements,

2021 2020
5  T.RYI 420 5 T,4ﬁ.]ﬂ?‘
2,693,083 2,433,440
6,231,376 6,319,195
5252502 5,107,075
20,340 16,539
23 0EE T2 21,365,558
13,531,464 13,395,874
10,279,863 10,293,267
5,857,847 4,791,614
&, 140 3LE24
10,493 323 12,715,366
40,222 637 41,7060 045
1,714,433 2.E00619
465,701,501 462 501,595
{102,206,948) (90,275.774)
365 208 ORA 375027440
427,520 344 437619943
29,400,345 30,835,355
4,039,003 4,240,432
1,243,105 1,304,060
14,682,453 36,379,847
$462,202,797  $473,999,790



Current Liabilities:
Accounts pavable
Bonds held by public-current portion
Dher payables
Current liabilities payable from restricted assets:
Accrued interest

Total current liabilities

Mon-Cuarrent Liabilities:
Other regulatory liabilities
Long-term debis:

Bonds held by public

Todal non-current liabilities

Total liabilities
DEFERRED INFLOWS OF RESOURCES
Unamaortized debt preminem
NET POSITION
Met investment in capital assets

Restricted for debt service
Unrestricted - net

Total net position (deficit)

TOTAL LIABILITIES, DEFERRED INFLOWS OF RESOURCES
AND HET POSITION

2021 2020
3823066 S 3668608
8,060,000 8,060,000
1,573,084 3,623,355
6,666,636 6,628,810

20,422,986 21,980,773
553,052

432,510,000 440,570,000

432,510,000 441,123,052

452,932,986 463,103,825

39,027,796 41,014,008

(68,310,013) {66,534,520)

6,924,968 6,797,888
31,627,060 29,618,589
(29,757,985) (30,118.043)

S te20797,

5473999, 790
—



Operating Revenues:
Sefvice revenue

Total operating revenuss

KENTUCKY MUNICIFAL POWER AGENCY

STATEMENTS OF REVENUES, EXFEMNSES, AND

CHANGES IN NET POSITION (DEFICIT)
YEARS ENDED JUNE 30

Parchased Power and Operating Expenses:

Purchased power cost
Greneral operaling expenss

Total purchased power and operaling expenses

Operating income

Mon-Operating Revenoes (Expenses):

[iiterest paid on indebtedness
liivestment ineodme

Federal Build America Bond's subsidy
Met mmortization dizcount and premium on debt

Total non-operiling revenises (expenses)

Change in net position

Wet position (deficit), beginning of year

NET POSITION (DEFICIT), END OF YEAR

See noies o financial statemenis.

2021 2azn

% 94,518,075 $ 91,795,165
94,518,075 91,795,165
58,823,903 55,509,489
15,974,508 15,994,285
74,708 411 71,503,774
19,719,664 20,291,391
(19,980,994 (20,869 406)
409,194 723,202

: 366,771

212,194 2235
(19,359 606) (19,577.198)
360,058 714,193
(30,1 18,043) (30,832,236)
$(29.757.985} $(30.118,043)



KENTUCKY MUNICIPAL POWER AGENCY
STATEMENTS OF CASH FLOWS
YEARS EMDED IUMNE 3

Cash Flows from Operating Activities:
Heceipls from customers
Payments to suppliers
Payments 1o employees

Met cash provided by operating activities

Cash Flows from Capital and Related
Financing Activithes:

Capital expenditures
Long-term bond issuance cost
Deferred cost long-tenm bonds
Proceeds from issuance of bonds
Principal payments made on bonds
Interest payments on long-term debt
Federal Build America Bond's subsidy

Mt cash used by capital and refated
financing activitics

Cash Flows from Investing Activities:
Purchases of investmenis
Procecds from sale of investments
Invesiment mcome
Met cash used by investing activities
Met decrease in cash and cash eguivalents
Cash and cash equivalents, beginning of vear

CASH AND CASH EQUIVALENTS, END OF YEAR

2021 2020
S 94,052,842 S 91,114,970
(63,475,819) (57,965 450)
{976,909} (951.073)
29,600,114 32,198,447
(2,531,709) (2,687,667)

- (1,5%0,485)

2 (6,211,727

- 152,550 480
(8.060,000)  (155,920,000)
(19,943, 168) (22,200,364}
- 566,771
{30,534,877) (35.483,992)
- (2.309.337)

1,043,065 -
379878 751,594
1,422,943 {1,557,743)
488,180 {4,843 288)
31,317,007 36,160,295

S 11,805,187 g 31.317.007

(Continued)



KENTUCKY MUNICIPFAL POWER AGENCY
STATEMENTS OF CASH FLOWS
YEARS ENDED JUNE 30

Heconciliation of Operating Income to Met
Cash Provided by Operating Activities:
Oiperating income
Depreciation expense
Adjustments to reconcile operating income to net
cath provided by operating activities:
Changes in operating assets and liabilities:
Accounts receivable
Dher accounts receivable
Prepaid expenses
(nher assets
Accounts pavable
Change in regulatory lability
Dther current and accrued liabilities

MET CASH PROVIDED BY OPERATING ACTIVITIES

Schedule of Non-Cash Financing Activities:
Amortization of bond issue and discount cosis

See nobes o Mnancial salements,
-11-

2021 2020
§ 19,719,664 £ 20,291,391
12,350,163 12,217,768
. B4 ATH
E7.81% (355,198)
{3.801) (5,828)
(405,070} (617.441)
154 658 231,752
(553.052) (1.174.473)
(1,750.271) 761,000
£ 29,600,110 § 32198447
€ 212194 L3 2,235



KENTUCKY MUNICIFAL POWER AGENCY
MOTES TO FINAMCIAL STATEMENTS

Entity

The Agency is a joint public agency formed by municipal utilities and is organized under provisions of Chapter 65 of
the Kentucky Revised Statutes, pursuant 1o an Interlocal Cooperation Agreement dated February 7. 2005, The two
members of the Agency are Paducah Electric Plam Board (Paducah Power System), a municipal wility of Paducah,
Kentucky, and Princeton Electric Plamt Board (Princeton Electric), a municipal utility of Princeton, Kentucky. The
Agency was created 1o provide municipal eleciric systems in the Commonwealth of Kentucky with an ongoing
source and supply of electric power to meet their current requirements and demands for future growth in ebectric
power. Additional members may be added if approved by the Agency’s Board of Directors and members. The
Agency is governed by a four-person Board of Direciors consisting of the General Manager of Paducah Power
System, an appointee of the Board of Paducah Power System, the General Manager of Princeton Electric, and an
appointee of the Board of Princeton Electric.

The Agency acquired an undivided interest in a “mine-mouth”, pulverized coal-fueled power generating facility on a
site in Washington, Randolph, snd St. Clair Counties, Illinods, (Prairie Stae Energy Campus) for the purpose of
providing wholesale base load power 1o its members, Paducah Power Sysiem and Princeton Electric. The rates to be
charged to Paducah Power System and Princeton Electric will be set by the Board through operating and power
AgreemEnts.

Measarement Focus, Basis of Accounting and Basis of Presentation

The financial statements of the Agency are prepared in accordance with generally accepted accounting principles
{GAAP) as applied to governmental units. This requires the accrual basis of accounting for proprictary entities. The
Governmental Accounting Standards Board (GASB) is the accepted standard-setting body for establishing
governmental accounting and financial reporting principles.

The financial statements of the Agency are prepared in accordance with Generally Accepled Accounting Principles
{GAAP) and the principles established by the Federal Energy Regulatory Commission (FERC). The Agency applies
all relevant Governmental Accounting Standards Board (GASB) pronouncements unless they conflict with or
contradict FERC policies, in which case, FERC prevails.

The major accounting differences between GAAP and FERC are as folkows:

= The Agency accounts for changes in plant in accordance with FERC accounting principles. Plant additions are
recorded at cost less any contributions received, and gains and losses from plant retirements are charged 1o
accumulated depreciation. Under GAAP accounting principles, plant additions are recorded at historical cost,
contributions for plant additions are recognized as non-operating revenue, and gains and losses from plam
refirements are recognized in the income stadement,

® The Agency accounts for revenues in accordance with FERC accounting principles. Revenues are recognized
under cycle billing and the cost of purchased power reflects costs through the last day of each reporting period.
Accordingly, no accrual for unbilled revenues would be reflected in the financial statements. Linder GAAP
accounting principles, revenues and expenses are recognized as incurred.  Accordingly, an accrual for unbilled
revenues would be reflected in the financial statements.

(Contimed)



KENTUCKY MUNICIPAL POWER AGENCY
NOTES TO FINANCIAL STATEMENTS

Deposits and Investiments

For purposes of the statement of cash flows, cash and cash equivalents have original maturities of three months or
less from the date of scquisition.

Investment of Agency funds is restricted by bond indentures. Investments are limited to:

a. Obligations of the United States and of its agencies and instrumentalities, including obligations subject to
repurchase agreements, if delivery of these obligations subject to repurchase agreements is taken either
directly or through an authorized custodian. These mvestments may be accomplished through repurchase
agreements reached with sources including, but not limited to, national or state banks chartered in
Eentucky.

b, Obligations and contracts for future delivery or purchase of obligations backed by the full faith and credit
of the United States or a United States government agency, incheding, but not limited io:

United States Treasury,

Export-Import Bank of the United States,

Farmers Home Administration,

Government National Mongage Corporation, and

Merchant Maring bonds.

e b B =

c. I‘thgmmn; of any corporation of the United States government, including but not limited 1o:
Federal Home Loan Mortgage Corporation,

Federal Farm Credit Banks,

Bank for Cooperatives,

Federal Intermediate Credit Banks,

Federal Land Banks,

Federal Home Loan Banks,

Federal Mational Mortgage Association, and

Tennesses Valley Authorty,

B8 w1 Bn oAb bk =

d. Certificates of deposit or other interest bearing accounts issued by any bank or savings and loan institution
which are insured by the Federal Deposit Insurance Corporation or similar entity, or which are
collseralized, 10 the extent uninsured, by any obligations, including surety bonds, permitied by KRS
41 240(4).

¢. Uncollateralized certificates of deposit issued by any bank or savings and loan institution rated in one (1)
of ihe three {3} highest categories by o notiomally recognized rating agency.

. Bankers’ acceptances for banks rated in one (1) of the three (3) highest categories by a nationally
recognized rating agency.

g Commercinl paper rated in the highest caegory by a nationally recognized rating agency.
h. Bonds or certificates of indebiedness of the State and of its agencies and instrumentalities

i. Securities issued by a state or local government, or any instrumentality or agency thereof, in the United
Siafes, and rated in one { 1) of the three (3) highest categories by a nationally récognized raling agency.

(Continued)
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KENTUCKY MUNICIPAL POWER AGENCY
NOTES TO FINANCIAL STATEMENTS

Dieposits and Investments (Confinaed )

J. Shares of mutual funds, each of which have the following characteristics:
I. The mutual fund shall be an open-end diversified investment company registered under the Federal
Investment Company Act of 1940, as amended,
2. The management company of the investment company ¢hall have been in operation for at least five
(5) years; and
3. All of the securities in the mutual fund shall be investments in any one or more of the investmenis
described above.

Investments are staied st Fair value, which is the amount al which an vestiment could be exchanged in o cwrren
transaction between willing parties. Fair values are based on quoted markel prices. No invesiments are reported at
amortized cost. Adjustments necessary 10 record investments af fair value are recorded in the operating statement as
increases or decreases in investment income. Market values of investments may have changed significantly since
vear end,

Heceivahles

Receivables consist of all revenues eamed m year-end and not yet received.

Inventories

Inventories are valued at cost. Inventory consists of the Agency's portion of materials and supplies held for use by
Prairic Statc Generating Company, LLC,

Prepayments
This balance represents a prepayment of insurance which will benefit future operations of the Agency,
Restricted Assels

Mandatory segregations of assets are presented as resiricted assets. Such segregations are required by bond
agreements and other external parties. Current liabilities payable from these resiricted assets are so classified.

Capital Asseis

Capital assets are generally defined by the Agency as assets with an initial, individual cost of more than $1,000 and
an estimated useful life in excess of one year.

Capital assets of the Agency are recorded af cost or the fair market value at the time of contribution 10 the Agency.
Major outlays for uiility plants are capifalized as projects are constructed. Interest incurred during the construction
phase is reflected in the capitalized value of the capital assets constructed, net of interest earned on invested procecds
over the same period, Capital assets in service are deprecinted over their estimated usefil lives using the straight-line
method of depreciation.

(Continued)
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KENTUCKY MUNICIFAL POWER AGENCY
MNOTES TO FINANCIAL STATEMENTS

Note | - Summary of Significant Accounting Policies (Continued):
Long-Term Oblipations

GASB Statement No. 65, ftemy Previously Reported ax Assets and Liahilivies, which established accounting and
financial reporting standards that reclassifly, as deferred outflows of resources or deferred inflows of resources,
certain items that were previously reported as assets and liabilities and recognizes them as outflows of resources or
inflows of resources. In addition, the statement changes the method of reporting debt issuance costs. Prior to
implementation of GASB Statement No. 65, the Agency reported debit issuance costs as deferred charges which were
capitalized and amortized over the life of the related debt. Under GASB Statement No, 63, debt issuance costs for
unregulated operations are 1o be recognized as an expense in the period incurred. However, GASB 63 provides an
exception for regulated operations to allow certain incurred costs related to regulated activities, such as debt 1sspeance
costs, 1o be reported as a regulatory assel.  Because the Agency meets the criteria of a ratemaking entity under the
regulated operations provisions of GASB Statement No. 62, the Agency's debt issuance costs are capitalized and are
shown as costs recoverable from future billings on the stalement of net position. GASHE Statement No. 65 also
required the Agency to reclassify the deferred gain or loss on refunding from long-term debt 1o deferred inflows of
resources and deferred owtflows of resources, respectively, on the balance sheets for 2017,

Regulated Operntions, Revenues and Expenses

Rates for the Agency's regulated opermtions are established and approved by the Board of Directors. The Agency
applies the regulated operations provisions of GASHE Statement No, 62, which provide for the deferral of expenses
which are expected to be recovered through customer rates over some future period (costs recoverable from future
billings) and reductions in eamings to cover future expendilures (reductions of future billings). Costs recoverable
from future billings are primarily comprised of charges incurred in relation 1o the Agency’s bond issuances and costs
incurred by the Agency for initial payments made on long-term capacity contracts. These costs are being amortized
in future rate periods when such costs are incleded in the revenue requirements 1o establish electric rates.

The Agency distinguishes operating revenues and expenses from non-operating ilems. Operaling revenues and
expenses generally result from providing services and producing and delivering goods in connection with the
Agency’s principal ongoing operations. The operating revenues of the Agency are the charges to members for sales
and services. The Agency began the supply of electricity to Paducah and Princeton on commercial operations.

Operating expenses include the cost of sales and services, administrative expenses, and depreciation on capital assets.
All revenues and expenses not meeting this definition are reported as non-operating revenues and expenses,

Subsequent Events

Subsequent events were evaluated through September 28, 2021, which is the date the financial stalements were
available to be issued.

{Continued)



KENTUCKY MUNICIPAL POWER AGENCY
NOTES TO FINANCIAL STATEMENTS

Note 2 - Deposits and Investments:
The investment policies of the Agency are governed by the State statute. In general, this requires that all deposits and
investments, not covered by FDIC insurance, are to be collateralized. For the years ended June 30, 2021 and 2020,
the Agency’s operating and investment accounts were fully collateralized as required by State statute.

The fair value of cosh and mvestments as of June 30 15 disclosed as follows:

202l
Checking and savings S23. 814,932 524474209
Mutual funds-money market 10,382,303 10,446 891
Guaraniecd investment sccurity 4 4
Repurchase agreement 3531464 13394900
TOTAL CASH AND INVESTMENTS 847,728,703 548,316,006

Deposits

The financial institution balances of the Agency's deposits were $47,728,703 for the year ended June 30, 2021, The
book balance was 547,728,703, OF the various financial institwtion balances at June 30, 2021, 250,000 was insured
by federal depository insurance, and the remaining balance of $47.478,703 was subject to custodial credit risk.
Custodinl credit risk is the risk that in the event of a bank failure, the Agency’s deposits may not be returned 1o it
The remaining bakance of $47,478,703 was uninsured and collateralized by U.S. Treasury pooled investments not
held in the Apency’s name.

The financial institution balances of the Agency's deposits were $48.3 16,006 for the year ended June 30, 2020, The
book balance was $48,316,006. OF the various financial institution balances at Jume 30, 2020, $250,000 was insured
by federal depository insurance, and the remaining balance of $48,066,006 was subject to custodial credit risk.
Custodial credit risk is the risk that in the event of a bank failure, the Agency's deposits may not be returned 1o it
The remaining balance of $48,066,006 was uninsured and collateralized by LS. Treasury pooled investments not
held in the Agency’s name.

Credit Risk
Credit risk 15 the risk an issuer or other counterparty to an investmen? will not fulfill its obligations.

As of June 30, 2021 and 2020, the Agency's investments were rided s follows:

— lovestment Type Standard & Poors
Mutual funds-money market Mot Rated
Guaranteed investiment certificates Mol Kated
Commercial paper A
Repurchase agreement A

{Continued)



KENTUCKY MUNICIPAL POWER AGENCY
NOTES TO FINAMCIAL STATEMENTS
Note 2 - Deposits and Investments (Continued);
Concentration of Credil Risk

Concentration of credit risk is the risk of loss atiributed to the magnitude of a government’s investment in a single
issuer.

Ag of June 30, 2021, the Agency's investment portfolio was concentrated as follows:

Issuer ___Invesiment Type Persentage of Portfolio
Regions collateralized
SWEEP SCoount Money market 43 %
Bayerische Landeshank Guarantecd investment
certificate = Yo
Regions Bank Repurchase agrecment 57 %

As of June 30, 2020, the Agency’s investment pornfolio was concentrated as follows:

Issuer lnvestment Type Percentage of Portfolio
Regions collateralized
sWeCp account Money market 44 %
Baverische Landesbank Guarantesd investment
certificate -~ %5
Regions Bank Repurchase agreement 56 %

Interest Hate Risk
Imerest rate risk is the risk changes in interest rates will adversely affect the fair value of an investment.

Fair Value Measurement - The Agency's investments are measured and reported at fair vahee and classified according
1o the following hierarchy:

Level | - Investments reflect prices quoted in active markets,

Level 2 - Investments reflect prices that are based on a similar observable asset enher directly or indirectly, which
may include inputs in markets that are not considered to be active.

Level 3 - Investments reflect prices based upon unobservable sources.

The categorization of investments within the hierarchy is based upon the pricing transparency of the instrument and
should not be perceived as the particular investment’s risk. Securitics classified in Level | of the fair value hierarchy
are valued directly from a predetermined primary external pricing vendor.

All of the Agency’s investments are Level | invesiments,
As of June 30, 2021, the Agency’s investments were as follows:

— Maturity (Iln Years)

Lss than
— lovestment Type FairValwe — __I¥ear = 1-S¥ears 6-10 Years
Mlutual funds-money market £ 13,541,084 5 13,541,084 5 - £ -
Ciuaranteed investment certificales 4 4 . -
Repurchase agreement 1303910 015,900 = =
TOTALS 523854998 5§ 23,854,998 - S - S

(Contineed])



KENTUCKY MUNICIPAL POWER AGENCY
MNOTES TO FINANCIAL STATEMENTS

MNote 2 - Deposits and [nvestments (Continued):

Interest Raie Risk (Continued )

As of June 30, 2020, the Agency’s investments were as follows:

— Moaturity (In Years)
Less thai

— lovestment Type Kair Valug 1 Year 1-5Years &-10Years

Mutual funds-money market £ 10,446,891 5 10,446,891 5 - 5 -

Guarameed investment certificates 4 4 - =

Repurchase agrecment 13394007 13,304,903 - -

TOTALS $23.841.797 S 21841797 N - S
Note 3 - Restricted Asvets:

Certain proceeds of the Agency's debt, as well a8 certain resources set aside for their repayment, are classified as
restricted assets on the statements of net position because their use is limited by applicable bond covenants and
energy trading contracts. The following accounts ane reported as restricted assets:

Project Fund - Used to report revenue bond proceeds restricted for use in construction and working
capital.
Reserve Fund - Used to report resources set aside to make up potential future deficiencies in the future

redemption amount.

Pledged Collateral - Used to report collateral called to make up potential future deficiencies in energy trading
contracis.

Restricted assets represent mandatory segregation of assets required by the long-term debt agreements and energy
trading contracts.

The following calculation supports the amount of restricted net position:

2021 2020
Restricted assets:
Sinking and reserve funds £ 23811327 § 23,689,141
Accrued inferest receivable 60,140 30,824
Less: restricted assets not funded by revenues:
Reserve fund (10,279,863} [ 10,293 .267)
Current linkilities pavable from
restricted assets __(6666636) _ (6.628.810)
TOTAL RESTRICTED NET POSITION
AS CALCULATED § 6924568 £ 6797888
(Contimaed )



KENTUCKY MUNICIPAL POWER AGENCY
NOTES TO FINANCIAL STATEMENTS

Note 3 - Restricted Assets (Continued):

GASB does not allow the presentation of negative restricted net position. The deficiency in restricted net position is

netied against unrestricted net poesition in 202 1 and 2020,

Note 4 - Capital Assets;

Capital asset activity for the year ended June 30, 2021, was as follows:

Capital Asscis not Being
Diepreciated:
Land
Construction in progress

TOTAL CAPITAL ASSETS ROT
BEING DEFRECIATED

Capital Assets Being Depreciated
or Depleted:
Coal reserves
Mon-utility property
Structures and improvements
Equipment

Tiodal capital assets being
depreciated
Liess accumulbated deprecintion

Total capital assets being
depreciated, net

TOTAL CAPITAL ASSETS, NET

Beginning
__Halamce

§ 2450,173
__LB01619

- e

5 5313921
19,021,622
41,137,952

394,567,927

460,051 422
90,275,774

_369.775.648
3375.027.440

_Increases  _Decrcases
s o -
- 1087186
] - 5 _LOE7186
5 = & (205.644)
626,705 :
754,780 B
— 2243078 (219.014)
3,624,564 (424,658)
12047353 216,179
_ (8532, 78%) ___ (208479)
5 (852278 & (1.293.663)

Ending,
—tlalance

§2,450,173
—L714.423

34164606

$ S.118277
19,648,327
41,892,732

_396.591.992

463,251,328
M02206.548

361,044 380

{Comtinued)



KENTUCKY MUNICIPAL POWER AGENCY
WOTES TO FINANCIAL STATEMENTS

Note 4 Capital Assets (Continued):

Capital asset activity for the year ended June 30, 2020, was as follows:

Capital Assets Noi Being
Deprecimted:
Land
Construction in progress

TOTAL CAPITAL ASSETS NOT
BEING DEPRECIATED

Capital Asscts Being Depreciated
O Depleted:
Coal reserves
Mon-wtility property
Structures and improvements
Equipement
Total capital assets being
depreciated
Less sccumulated depreciation

Total capital assets being
depreciated, net

TOTAL CAPITAL ASSETS, NET

Note 5 - Accounts Favabic:

The elements comprising accounts payable are as follows:

Due for purchased power
Accounis payable, general

TOTAL ACCOUNTS PAYABLE

Beginning
—Balance

§ 2450173
— 813213

53263380

3 5540277
18,788,252
41,109,763

394,084 897

459,523,188
18231033

_381.292,133
Si84.437.541

Ending
mcrenses Decreases _ Balance
3 R - % 245,173
e LIE6 A0 = __2B0L5I19
8 _1L986406 § 8 52317932
£ - 5 (216356) § 5323921

233,370 . 19,021,622
28,189 . 41,137,952
483,031 = 394567927
744,590 {216,356) 460051422

_ 12044 T4 = _B02TS.TT4
ALL300 051y _ (216.336) 360,775 647
(9313745 3_(216.336) $3T5.007.440
— 203 3030

£ 31.757491 5 3624691

5,904 43917

§ 1763395 5 1.668608

{Continued)



KENTUCKY MUNICIPAL POWER AGENCY

NOTES TO FINANCIAL STATEMENTS

Bonds

The following revenue bonds have been isswed:

Dutsianding
Final Interest Criginal Amauni

Date  ___ Purpose  Maturity _ Rate = _ Amount = ___&3070
QDY Finance Prairic State and 42 4 00-525% R291065000 &

working capital needs
20 Finance Prairie State and

waorking capital needs D124 2. (b=, 00 53,600 (k) -
2710 Finance Prairie State and Q37 5.56-6,30%% 122,405 (e 5000

working capital needs
2710 Finance Prairie State and 41719 2.47-5.06% 7,725,004 -

working capital needs
40215 2007 Revenue Refunding Qa2 5.00% 210,600,000 197 903,000
GO11S Finance Prairie Sue and 9142 Floating 36,035,000

working capital needs
400116 2007 Revenue Refunding 1136 5000 71,235,000 71,235,006
40018 Prairie State Revenes

Refunding Bonds 20158 B142 J45% 36,985, (0K 36,985,000
QL Prairic State Revenue Refunding %1435 300500 %, 115,550, 006) | 15,550,000
911/19  Prairic State Revenve Refunding /1738 5.00% 20210000 _ 18.890.000

TOTALS $965,410,000  $440,570,000

For the years ended June 30, 2021 and 2020, bonds payable totaling $478.334,69%0 and $488,339,947, are recorded
met of $(1,243,105) and ${1,304.060) of unamortized bond discount and £35,027,796 and 541,014,008 of
unamortized bond premium, respectively.

In May 2010, the Agency issucd 5122405000 in Taxable (Build America Bonds - Direct Pay) Power Sysiem

Revenue Bonds. The Agency will receive a subsidy payment from the federal government equal to approximately
35.00% of each inerest payment on the Build America Bonds,

(Continued)



KENTUCKY MUNICIFAL POWER AGENCY
NOTES TO FINAMCIAL STATEMENTS

Bonds (Continued )

All revenues received by the Agency through Power Sales Agreements net of specified monthly project costs,
addition to all funds held by the Trustee under the terms of the bond agreement, are pledged as security of the above
revenus bonds until the bonds are defeased. Total pledged funds for the years ended June 30, 2021 and 2020, as
defined are 524,238 986 and 524,197,126, respectively, The term of the commitment is 33 years or until the bonds
are defeased. Annual principal and interest payments are expected 10 require 100.00% of net revenues over the ferm
of the commitment. Interest paid for the years ended June 30, 2021 and 2020, was $19,943, 168 and $22,200,364,

respectively,
Changes in Long-Term Debt and Maturities

Long-term obligation activity for the year ended June 30, 2021, is as follows:

Beginning Ending Due Within

__Balance  _Additions = _Beductions _ Balance = _Omne Year

Revenue bonds S448,630000 S - $8.060,000 5440570000 § 8205000
Uinamaortized

bt discount (1,204 (sdb) = (60.955) (1,243,105) -
Unamortized

debt premium 41,014,008 - 986212 39077 T%
TOTALS S4BEI39.948 S 5 9083237 S478334691 S
Long-term obligation activity for the vear ended June 30, 2020, is as follows:

Beginning Ending Due Within

_Balanee  _Additions = Reductions __Balance = _One Year

Revenue bonds 468,790,000 5135760000 5155920000 S448.630.000 5 B,060,0d
Unamonized

debt discount (1.326,636) 567,599 (390,175) {1, 304,060) -
Unamorized

debt premium 26527458 _ 16799481 _ 2312920 _ 41014008 -

TOTALS $493.990.827 151991882 SIST642.734 S488339.94F % in

Advance Refundings

During fiscal year 2020, the Agency isued $135,760,000 Power System Revenue Refunding Bonds (Prairie State
Project) Series 2019A and 20204, OF the proceeds, $1354.679,326 has been deposited mto an imevocable trust 1o
provide for the future debt service payments on certain maturities of the Revenue Bonds, Series 2010, maturing o
varigus dates from 2020 through 2037, As a result, the refunded portion of the bomds is considered defeased and the
escrowed asseis and lability for the bonds have been removed from the Ninancial statements.

Duiring fiscal year 2006, the Agency issued §71.235,000 Power System Revenue Refunding Bonds (Prairie State
Project) Series 20154 and 20058, Of the proceeds, $82,833,200 has been deposited into an irrevocable trust 1o
provide for the future debt service payments on certain maturities of the Revenue Bonds, Series 2007A, maturing at
various dates from 2017 through 2042, As a result, the refunded portion of the bands is considered defeased and the
evcrowed isdets and liability for the bonds have been removed from the financial stalements,

{Continued
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KENTUCKY MUNICIPAL POWER AGENCY
NOTES TO FINANCIAL STATEMENTS

Advance Refundings (Continued)

The defeased bonds still outstanding are shown befow:

Outstanding 2007A Revenue Bonds 5289,110,000
Outstanding 2010 Revenue Bonds 5148.483.000
_Principal . _lInterest = _ Total

2022 S B205000 S 19794782 § 27,999,782
2023 BE25000 19374032 27999032
2024 9070000 18931657 28,001,657
2025 9,530,000 18,466,657 27,996,657
2026 10,020,000 17,977,907 27,997,907
2027-2031 68,595,000 80405160 149,000,160
2032-2036 REOI0000 60991535 149,001,535
2037-2041 114,125000 37696944 151,821,944
2041-2046 124390000 | LB63314 136253314
TOTALS 3440570000 3283501988 $726.071.988

Bond Covenant Disclosures

The following information is provided in compliance with the resolwtion creating the 2007 A and B revenue bonds,
2000 A, B and C revenue bonds, and the 2007 A and B revenue bonds.

Insierance

The Agency is exposed to various risks of loss related 10 tons, theft of, damage to, or destructions of assets, ermors
and omissions, workers compensation, and health care of its employees. These risks are covered through the
purchase of commercial insurance, with minimal deductibles. Settled claims have not exceeded coverage in any of
the Last three years,

The Agency is covered under the following insurance policies at June 30, 2021:

Type Coverage _Expiration
Gieneral & Public Officials Liability € 10,000,000 January 2022

Mote 7 Net Position;

GASB No. 34 requires the classification of pet assets into three components - net investment in capital assets;
restricted; and enrestricted. These classifieations are defined as follows:

Met investment in capital assets - This componend of net position consists of capital assets, including restricted capital
assets, net of acowmulated depreciation and reduced by the outstanding balances of any bonds, mortgages, notes, or
other borrowings, that are atiributable to the acquisition, construction, or improvement of those assets. 1 there are
significant unspent related debt proceeds at year-end, the portion of the debt attributable to the unspent proceeds is
not included in the calculation of net investment in capital assets, Rather, that portion of the del is included in the

same net position component as the unspent proceeds.

(Contimeed)
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KENTUCKY MUNICIPAL POWER AGENCY
NOTES TO FINANCIAL STATEMENTS

Note 7 - Net Position (Continued):
Restricted - This component of net position consists of constraints placed on net position use through external
constraints imposed by creditors (such as through debt covenants), grantors, contributors, or laws or regulations of
other governments or constraints imposed by law through constitwtional provisions or enabling legislation.

Unrestricted net position - This component of net position consists of net position that does not meet the definitions
of “restricied™ or “net investment in capital assets”™,

When both restricted and unrestricted resources are available for use, it is the Agency’s policy to use restricted
resources first, then unrestricted resources as they are needed.

The following calculation supports the Agency”s nel investment in capital asseis:

2020

Property, plant, and equipment % 465,701,503 § 462,501,594
Less accumulated depreciation (102 206.948)  (D0,275.774)
Working capital and collateral Prairic Siate 3,120,741 2941425
Construction work in progress L714.433 2801619
Sub-totals _ 368329729 _ 377968 864
Less: Capital related delt

Bonds held by public (440,570,000) (448,630,000}

Deferred refunding gain 39400345 30835335

Unamortized bond issuance cost 4,039,003 4,240,432

Aszsel retirement obligation (2,004, 262) (1,532 490)

Unamorized debt discount 1,243,105 1,306, (i)

Unamortized debt premium (39027796 _ (41.014,008)

Sub-totals {446.919,605) _(434,796,651)
Add: Unspent debt proceeds

Reserve fund 10279863 _ 10,293.267

Sub-tolals _10279.863 _ 10293367
TOTAL NET INWESTMENT IN CAPITAL

ASSETS 5 (68.310013) § (66,534,520)

Mot 8 - Commitments and Conlingencies:
Prairie Stafe Energy Campus

In February 2003, the Agency joined several ather entities in the development of the Prairie State Energy Campus, a
1600 MW twin unit, coal-fired electric generating facility 1o be located in Washington, 5t, Claire, and Randolph
Counties, linoks (the “Prairie State Project™). In addition to the gencration station, the Prairie State Project includes
coal reserves, a coal mine, a coal combaustion waste disposal facility, and other ancillary support equipment. The
Prairie State Project was developed by the Prairic State Generating Company, LLC (“PSGCT), initially a wholly-
owned subsidiary of Peabody Energy Corporation and now controlled by the nine owners.

{Contimsed )
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KENTUCKY MUNICIPAL POWER AGENCY
MNOTES TO FINANCIAL STATEMENTS

Note 8 - Commitments and Contingencies (Continued):
Prairie Siate Energy Campus (Continued)

Since entering the project, the Agency has increased ils participation from an initial 30 MW level to its present 124
MW share, After financial closing of the transaction, the Agency's share wranslated into a 7.82% undivided
ownership interest as a tenant-in-commeon with the other project panticipants. The other joint owners in the Prairie
State Project are the American Municipal Power, lllinois Municipal Electric Agency, the Indiana Municipal Power
Agency, the Missouri Public Utility Alliance, The Morthern lllinois Municipal Power Agency, Prairie Power, Inc.
{formerly known as Soyland Power Cooperative, Inc.), Lively Grove Energy Partmers, LLC, a wholly-owned indirect
subsidiary of Peabody Energy Corporations (“Peabody Energy™), and Southern linois Power Cooperative.

Pursuant to the terms of the Project Development Agreement dated February 5, 2005, the Fee Agreement of the same
date, and the Al Fee Agreement dated August 31, 2006, the Agency paid certain fees for the right to participate in the
Prairie State Project and ultimately own its share of the coal reserves and other project assets at financial close. On
June 19, 2007, the Agency executed, amended, and restated versions of the Praject Development Agreement, the Fee
Agreement, and the Al Fee Agreement. The amended agreements memorialized certain changes in the various
percentage ownership interests of the participants in the Project and certain changes regarding the manner in which
the Project will be developed. The Agency is also obligated under the agreements to pay its proportionate share of all
ongoing costs and expenses associated with the Prairic Sate Project. The Agency’s cost for participation in the
project totals 5172 million.

In July 2010, the awners entered into an agreement with Bechiel Corporation (“Bechiel™) to convent the original, cost
reimbursable EPC Agreement for the Prairie State Project to a lump sum turn-key EPC Agreement, This agreement
provides the owners with a cap on future cost increases, and transfers cost and schedule risk from the owners to
Bechtel. Provisional completion of Unit 1 was achieved on June 6, 2012, at which time Prairie State Generating
Company took care, custody, and control of the unit. Provisional completion of Unit 2 was achieved on November 1,
2012, mt which time Frairie State Generating Company took care, custody, and control of the unit.

The Agency has entered in Power Sales Agreements described below in order to provide additional power 10 its
members,

Power Sales Agreemicnl

The Boards of Paducah Power Svstem and Princeton Electric authorized a Power Sales Agreement with the Agency
on July 23, 2007. The Power Sales Agreement is a take or pay agreement that stipulstes that Paducah Power System
and Princeton Electric will take all power from the Agency which the Agency receives from the Prairie State Project.
Paducah Power System's share of the energy is 83.87% and Princeton Electric’s is 16,13%.

Each party 1o the Power Sales Agreement agrees to a step up of 20.00% additional power in the case that the other
party 10 the agreement defaulis on its commitment. This effectively means that Paducsh Power System agrees, if
necessary, 1o commit to take all power from the Agency since Princeton Electric™s share of power is less than 20.00%
of the project.

{Continued)
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Note § - Commi | Canti fes (Continued)

Claims and Judgmenis

From time to time, the Agency is parly 1o various pending claims and legal proceedings. Although the sutcome of
such matters cannot be forecasted with centainty, it is the opinion of management and the Agency's legal counsel,
that the likelihood is remote that any such claims or proceedings will have a material adverse effect on the Agency’s

financial position or results of operations.

Accounting Policy

For purposcs of the Statement of Cash Flows, cash and cash investments include all highly liquid debt imstrumems

with maturities of three months or bess.

The composition of cash and cash investments at June 30, 2021 and 2020, is as follows:

22l

Cash and temporary cash investments 5 7.891.420
Restricted cash and shori-term investments:

Project and reserve funds and pledged collxeral 23,913,767

TOTAL CASH AND CASH INVESTMENTS $31,803,187

=26
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KENTUCKY MUNICIPAL FOWER AGENCY
GENERAL OPERATING EXPENSES

General Operating Expenses:
Administrative and general:

Payroll
Ofice supplies and expense
Outside services employment
Drepreciation
Depletion
Insurance

Injuries and damages
General plant maintenance

Total admindstrative and gemveral

TOTAL GENERAL OPERATING EXPENSES

YEARS ENDED JUNE 30

2021 2020
§ 976,909 £ 951,073
568,200 666,913
1,180,369 1,244,265
12,147,353 12,217,768
202,810 218,508
455,598 336,185
240,927 168,932
202,332 19641
15,974,507 15,994,285
515,974,507 515994, 285
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Independent Auditor’s Report on Internal Conirol Owver
Financial Reporting and on Compliance and Other Matters
Based on an Audit of Financial Statements Performed in
Accordance with Government Awditing Standards

To the Board of Directors
Kentucky Municipal Power Agency
Paducah, Kentucky

We have audited, in accordance with auditing standards generally sccepted in the United Siates of America and the
standards applicable to financial audits contained in Government Auditing Standards issued by the Comptroller General of
the United States, the financial statements of Kentucky Municipal Power Apency as of and for the year ended June 30,
2021, and the related notes to the financial statements, which collectively comprise the Kentucky Municipal Power
Agency's basic financial stsements, and have issued our report thereon dated September 28, 2021,

Internal Control Over Financial Reporting

In planning and performing our audit of the financial statements, we considered Kentucky Municipal Power Agency’s
internal control over financial reporting (intemal control) to determing the audit procedures that are appropriate in the
circumsiances for the purpose of expressing our opinions on the financial statements, but not for the purpose of expressing
an opinion on the effectiveness of Kentucky Municipal Power Agency’s intemal contrel. Accordingly, we do not express
an opinion on the effectiveness of Kentucky Municipal Power Agency's intermal contral.

A deficiency in internal conrol exists when the design or operation of a control does not allow management or employees,
in the nosmal course of performing their assigned functions, to prevent, or detect and comect, misstatements on a imely
basis, A material weaknesy is a deficiency, or a combination of deficiencies, in internal control, such that there is a
reasonable possibility that a material misstatement of the entity's financial statements will not be prevented, or detected and
corrected on a timely basis. A signifficant deficiency is a deficiency, or o combination of deficiencies, in internal control
that is less severe than a material weakness, yet important enough to merit attention by those charged with govemnance.

Owr consideration of internal comrol was for the limited purpose deseribed in the first paragraph of this section and was not
designed 1o identify all deficiencies in internal control that might be material weaknesses or significant deficiencies. Given
these limitations, during our audit we did not identify any deficiencies in internal contral that we consider to be material
weaknesses, However, material weaknesses may exist that have not been identified,

Complinnce and Other Matters

As part of obtaining reasonable assurance about whether Kentucky Municipal Fower Agency’s financial statements are free
from materinl misstatement, we performed tests of s compliance with centain provisions of laws, regulmtions, contracts,
and grant agreements, noncompliance with which could have a direct and material effect on the determination of financial
slalement amounts, However, providing an opinion on compliance with those provisions was not an objective of our audit
and, accordingly, we do not express such an opinion.  The results of our tests disclosed no instances of noncompliance or
other matiers that are required to be reported under Goverrmment Awditing Srawdaras,
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Purpeose of this Report

The purpose of this report is solely to describe the scope of our testing of internal control and compliance and the results of
that testing, and not to provide an opinion on the effectiveness of the entity’s internal control or on compliance. This report
is an integral part of an audit performed in accordance with Government Auditing Standards in considering the entity’s
internal control and compliance. Accordingly, this communication is not suitable for any other purpose.
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Paducah, Kentucky
Seplember 28, 2021
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